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AM | A MENACE TO REAL ESTATE @ 


OR several months I have been emphasizing in my talks to various groups 
|- throughout the United States that no boom lasts forever, I have been pointing 

out as forcibly as I could that the present real estate boom has now been con- 
tinuing for more than four years, and that sooner or later it will end, All prolonged 
real estate or business booms in the past have had one thing in common - toward 
the end of the boom the general public has beenconvinced that no boom existed; that 
the tremendous business volume was due to a permanent change in conditions, The 
most cautious individuals in the community who were afraid to venture their capital 
in the early part of the boom because it was too speculative have seen other, more 
venturesome individuals make a safe profit. After this has been repeated many 
times, they become convinced they were wrong and invest just in time to be caught 
in the market break, The conservative individual, as I have pointed out many times, 
generally takes the greatest risk, 


In my opinion, the present boom will gradually shrink in proportions until some 
time in the early fifties, when we will cross the normal line, and some time in the 
middle or later fifties, when we will hit the bottom of another real estate depression, 


In this opinion I am not in agreement with many real estate men, some govern- 
ment officials and some economists, I have recently been tolda number of times 
that my talks and our bulletins were hurting the real estate business. Our repre- 
sentatives have frequently been told by various persons or organizations thought to 
be prospects for our service that they could not use any service which was not opti- 
mistic. 


I am not concerned with the perennial optimist who believes that all those who do 
not see the economic cycle through his rose-tinted glasses are wrong, Optimism did 
not prevent the collapse in 1929 and the big real estate depression of the thirties, 
No depression has been brought on by pointing out the possibility of its occurrence. 
In fact, it seems to me that the readjustment which was expected by most economists 
and business men some time ago has not occurred because so many people expected it 
and prepared against its occurrence, 


Of course, there is always the possibility that at the present time I may be badly 
mistaken in the outlook. The future may actually have the rosy tones which the 
optimists see but which I ascribe to their glasses, In fact, in the face of government 
and private propaganda it is sometimes difficult in a period like the present not to be 
swept along with the general current, I have read so often the forecasts that we can 
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build a million and a half homes a year for the next ten years that it no longer sounds 
quite so improbable as my calculations would tell me it is, 


If my conclusions are correct, that the present is an abnormal period for real 
estate and that sooner or later the abnormality will subside, I will not concede to any- 
one that the widespread dissemination of this belief will hurt either real estate or real 
estate operators. 


In the middle thirties I found the same tendency on the part of most individuals to 
believe that the depressed conditions which existed then would continue indefinitely. 
In Washington in 1933 a government economist told me in all seriousness that he saw 
no reason whatever why the United States would pull out of the depression, that re- 
covery did not necessarily follow collapse, and that the Dark Ages in Europe was 
merely a depression that lasted for hundreds of years, My favorite expression for 
this type of sentiment is that many people always capitalize the present as a per- 
petuity, In other words, they always assume that whatever is, will continue, in spite 
of the fact that the entire race experience has been to the contrary. The fact that all 
things have constantly changed is probably the only thing which hasn’t changed in the 
entire history of the race, 


During the middle thirties I was extremely optimistic on the outlook for real es- 
tate, but I found it quite difficult to convince others then of the prospect for a boom, I 
remember making a talk in one of the largest cities of the United States to real estate 
men in 1935, trying as hard as I could to arouse some enthusiasm on the outlook. I 
finally became disgusted and ended mytalkwiththe statement that to me the best proof 
of the fact that realestate was under-valued was the fact that real estate men them- 
selves did not believe in its future. When I published The Coming Boom in Real 
Estate* inMay 1936, it was followed in one of the national magazines by an article, 
The Coming Crash in Real Estate, and many discussions took place, verbally and in 
print, on the possibility that I might be right or wrong, At that time a number of 
prominent real estate men, bankers and insurance executives went on record that no 
boom would develop. I was rather amused on a trip to New York in 1936 to find in 
the private office of the president of one of the largest savings banks, an advertising 
streamer gotten out by Simon and Schuster, with THE COMING BOOM IN REAL 
ESTATE in black type on a yellow background, The president of the bank told me 
that it was so hard for him to convince himself that there was any possibility of real 
estate getting better that he tacked the streamer up on his wall to keep up his courage. 








It seems to me that the only way to level out the real estate cycle is to point out 
the buying opportunities during the depression periods, and the selling opportunities 
during the booms, If everybody followed the advice given in our reports, the real es- 
tate booms and depressions which we predict would not occur, If a large enough num- 
ber of buyers could be brought into the market when real estate activity and prices 
were low, that fact in itself would make prices considerably higher. If, on a sharply 
rising boom market, enough people could be persuaded to put their properties on the 
market for immediate sale, prices would stop rising and a real boom would not de- 
velop. A real estate boom consists primarily of a larger number of potential buyers 
than there are potential sellers, A real estate depression consists primarily of a 
larger number of potential sellers than there are prospective buyers, In each case, 





* The Coming Boom in Real Estate, by Roy Wen:lick, Simon and Schuster, New York 
City, publishers. 
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prices are driven to extremes by the unbalanced nature of supply and demand, 


In my opinion, the surest way to be certain that we have a major real estate de- 
pression in the middle or later fifties is to allow the present real estate boom to con- 
tinue to go to excess, and the best way to prevent a drastic depression is to encourage 
moderation at the present time, with the purchase of real estate only when necessary, 
and the sale of real estate wherever possible, 


in my opinion, credit should be tightened on real estate financing, Loose credit in 
a boom always results in high foreclosures in the period that follows, Personally, I 
should like to see the FHA and the Veterans Administration tighten their require- 
ments. I should like to see the discontinuance entirely of 608 loans*, and should 
like to see the discontinuance of all building, either for rent or for sale, which could 
not take place on a free market without government guarantees or insurance, This 
would result in a diminution of the volume of building for a while, It would tem- 
porarily hurt the manufacturers of building materials, the mortgage bankers, and 
the real estate operators, but the long-term gains would far exceed the temporary 
losses, It would bring down the cost of building. 


In a talk before a mortgage banking group a month or so ago, I made the state- 
ment that much of the financing now being done on rental projects would not be done 
were it not for government guarantees, I was criticized after my speech by a mem- 
ber of the audience who said that my statement should have been that none of the 
building of this type would go forward were it not for the government guarantees, 


A government guarantee of an unsound loan is a government subsidy, The real 
estate man or builder or mortgage banker who opposes government subsidies for 
slum clearance is not consistent when he asks for government subsidies for unsound 
lending practices, You cannot be in favor of the subsidies which help you, and oppose 
the subsidies that don’t. From a practical standpoint, however, leaving all other 
questions out of the discussion, I still think that the soundest business policy would be 
to attempt to take the top off of booms and the bottoms out of depressions, If the Fed- 
eral government is ever justified in subsidizing housing, through the insuring of un- 
safe loans, there is more excuse for doing it during a depression period when building 
materials are finding a distress market, when unemployment is great, and when the 
building trades actually need work, A peculiar thing, however, is that the insuring of 
unsafe loans at a time like that would probably not result in any losses, To insure a 
mortgage on a building built in a distress market at distress prices involves rela- 
tively little risk, To insure a loan, however, ona building built at the top of a boom 
during a scarcity of building materials and a scarcity of building labor so great that in 
many cases Saturday work at time and a half or double time must be promised before 
it is possible to secure any workers, involves too great a risk, 


During the bottom of the depression in March 1933, [ said in our reports: “It 
seems to us that Pollyanna optimism, predicting the dawn by misreading the clock, 
is of little value, Confidence in the inevitability of the dawn and courage through the 
night is of far greater importance.” We constantly refused, during that period, to be 
stampeded into an optimistic position in advance of the time when optimism was 





*Conzress failed to extend all Title VI loans, 
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warranted, It still seems to me, fifteen years later, that “misreading the clock” 
does not solve any problems, 


Even though I should be entirely wrong in my guesses on the future, insofar as 
mortgage lenders are concerned, following a cautious policy at the present time is 
almost obligatory. So long as there is a considerable chance that I may be right, no 
’ official investing other people’s money has the right to run unnecessary risks, 


There has been a great deal of loose talk in the recent past on the part of public 
housers calling on life insurance companies to finance large rental projects, and many 
of these public housers have assumed that the life insurance companies had a social 
responsibility to do something about the housing situation, This is entirely irrational 
thinking, The fundamental purpose of the life insurance company is to make safe in- 
vestments out of which it can pay annuities and death claims, and its sole respon- 
sibility is to those who pay the premiums for the protection of their dependents, An 
agent investing trust funds must constantly keep in mind the relative risks involved by 
different types of investments, Certainly the production of rental housing at today’s 
high costs in cities, with the possible exception of New York, cannot be justified asa 
low-risk venture. 


Many wealthy individuals in various cities who would not risk their own funds in 
investments of this sort, are members of housing committees calling on insurance 
companies to clear slums, 














